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Proposed Changes to Applicability Thresholds for Regulatory Capital Requirements for Certain 
U.S. Subsidiaries of Foreign Banking Organizations and Application of Liquidity Requirements to 
Foreign Banking Organizations, Certain U.S. Depository Institution Holding Companies, and 
Certain Depository Institution Subsidiaries (Docket ID OCC-2019-0009, RIN 1557-AE63; FRB 
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Standards for Large Domestic Bank Holding Companies and Savings and Loan Holding 
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Ladies and Gen leman:

UBS apprecia es  he oppor uni y  o commen  on  he proposal issued by  he Board of Governors of  he Federal 
Reserve Sys em regarding proposed changes  o  he enhanced pruden ial s andards for large FBOs1 and  he 
proposal issued join ly wi h  he Federal Deposi  Insurance Corpora ion and  he Office of  he Comp roller of  he 
Currency on  he applicabili y of various  hresholds for cer ain regula ory capi al requiremen s and  he applica ion 
of liquidi y requiremen s  o foreign banking organiza ions ("FBOs")  ha  have "significan " U.S. opera ions2. Our 
submission of one commen  le  er on bo h proposals is driven by  he in errela ed na ure of  he proposals and  he 
basis of  he applied  ailoring framework. UBS has also par icipa ed in  he prepara ion of commen  le  ers 
submi  ed by The Bank Policy Ins i u e, Securi ies Indus ry and Financial Marke s Associa ion and  he Ins i u e of 
In erna ional Bankers, among o hers, and broadly suppor s  heir commen s and recommenda ions.

We broadly suppor   he underlying objec ive of  he proposals  o implemen  principles of  he Economic Grow h, 
Regula ory Relief, and Consumer Pro ec ion Ac  ("EGRRCPA") and  ailor  he applica ion of enhanced pruden ial 
s andards  o FBOs under Sec ion 165 of  he Dodd-Frank Ac , as well as  he capi al and liquidi y requiremen s for 
 he U.S. opera ions of FBOs. However, we believe  ha  fur her reconsidera ion of cer ain aspec s of  he proposals

1 84 Fed  Reg  No  84 Page 21988 (May 15, 2019) (the "Federal Reserve proposal") 

2 84 Fed  Reg  No  101 Page 24296 (May 24, 2019) (the "Interagency proposal") 



is warran ed  o ensure  ha   he  ailoring of regula ory requiremen s is appropria ely aligned wi h  he ac ual risks 
 ha  individual ins i u ions pose  o  he financial s abili y of  he Uni ed S a es and align re-calibra ion effor s wi h 
 he no ed reform objec ives of simplici y,  ransparency and effec iveness. In par icular, we believe  ha   he 
following elemen s warran  fur her reconsidera ion in  he Agencies' finaliza ion of  he proposals:

• The reliance upon a measure of  o al nonbank asse s as a Risk-based Indica or (RBI)  ha  should be risk- 
sensi ive and based on sound design,  heory and analy ical suppor  and  akes in o accoun   ha  nonbank 
ac ivi ies are already subjec   o pruden ial regula ory requiremen s imposed by  he Federal Reserve and o her 
regula ors; and

• The applicabili y of daily LCR requiremen s for Ca egory III firms and  heir subsidiaries grea er  han $1 OB in 
asse s in addi ion  o  he ques ion of applying s andardized liquidi y requiremen s  o  he branches of FBOs.

In addi ion, we would reques   ha   he Agencies consider cer ain  echnical amendmen s  o  he denomina or 
calcula ion and regula ory repor ing requiremen s rela ed  o  he Supplemen ary Leverage Ra io (SLR) for firms  ha  
are no  subjec   o  he Advanced Capi al Adequacy framework, bu  would become subjec   o  he SLR if finalized as 
proposed.

Reliance on Nonbank Asse  levels as a Risk-based Indica or

Wi hin  he Federal Reserve proposal,  he following asser ions are made:

• "The level of a banking organiza ion's inves men  in nonbank subsidiaries provides a measure of  he 
organiza ion's business and opera ional complexi y" and

• "Through i s U.S. in ermedia e holding company, a foreign banking organiza ion can main ain significan  
inves men s in nonbank subsidiaries, and  herefore may presen  s ruc ural, funding, and resolu ion concerns 
analogous  o  hose presen ed by domes ic banking organiza ions" and

• "Nonbank ac ivi ies also may involve a broader range of risks  han  hose associa ed wi h banking ac ivi ies, 
and can increase in erconnec edness wi h o her financial marke  par icipan s, requiring sophis ica ed risk 
managemen  and governance, including capi al planning, s ress  es ing, and liquidi y risk managemen 3."

While  he opening s a emen  may be  rue  ha   he level of a banking organiza ion's inves men  in nonbank 
subsidiaries provides a "measure,"  here is no clear s a is ical analysis  ha  suppor s a link  o ei her business or 
opera ional complexi y  hus raising ques ions on  he efficiency or  ransparency of  he chosen measure. The 
measure also provides no indica ion of risk sensi ivi y of  he underlying business ac ivi ies (e.g., risk weigh ing or 
exclusion of cer ain exposures)  ha  is incorpora ed  o some degree wi hin  he o her RBIs. This par icularly 
impor an  as broker-dealer subsidiaries are major holders of high quali y and liquid asse s like Treasuries and 
agency securi ies and, given  he lack of risk sensi ivi y of  his me ric,  hey ac ually could be penalized for holding 
 hese asse s. The Federal Reserve also implies  ha  nonbank ac ivi ies are no  subjec   o capi al requiremen s or 
direc  supervision.4 However, nonbank en i ies and ac ivi ies are subjec   o mul iple layers of supervision and 
regula ory requiremen s, including  he Federal Reserve's supervision and regula ion of  he in ermedia e holding 
company (IHC) of an FBO.

In i s 2016 proposal of  he Capi al Plan Rule5 * *,  he Federal Reserve indica ed  ha  i  considered a nonbank asse  
 hreshold  o be a proxy for complexi y. As  he Federal Reserve was de ermining  he appropria e level of  he 
 hreshold, i  indica ed  ha  " he  hreshold of $125 billion in nonbank asse s would exclude companies  ha  engage 
in equi ies  rading, prime brokerage, and inves men  banking ac ivi ies, and  herefore have risk profiles  ha  are 
more similar  o  hose of  he mos  complex U.S. financial firms  han  o  he risk profiles of  he smaller, less complex 
bank holding companies5." In  he final rule7,  he Federal Reserve no ed  ha   he dis ress or failure of firms wi h 
significan  nonbank asse s has coincided wi h or increased  he effec s of significan  disrup ions  o  he s abili y of 
 he U.S. financial sys em. To suppor   his conclusion, i  provided  he examples of Wachovia and Long Term
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Capi al Managemen  and  heir respec ive nonbank asse  levels. These appear  o be inappropria e examples, as  he 
Federal Reserve acknowledged  ha  Wachovia's issues were  he resul  of accelera ed wi hdrawals from  heir 
accoun s of i s bank deposi ors and reduced liquidi y suppor  from wholesale funds providers8. Meanwhile, Long 
Terms Capi al Managemen  was a highly leveraged hedge fund relian  upon inves or funding and subs an ive 
credi  lines from coun erpar ies. Nei her of  hese examples bears much resemblance  o  he ac ivi ies of covered 
FBO IHCs and  heir respec ive risk profiles and financial (capi al/liquidi y) resources, as well as,  hose of  heir paren  
companies.

Given  he no ed challenges of  he curren  me ric and i s lack of concep ual soundness, we believe  ha   he 
elimina ion of  his arbi rary indica or would be appropria e.

In lieu of elimina ing  his me ric, we urge  he Agencies  o consider o her solu ions  o be  er and improve  he risk 
sensi ivi y of  his proposed RBI. These include  he following:

• Employing a risk-weigh ed measure for nonbank asse s based on curren  RWA s andards for regula ory 
capi al. Such a solu ion would be more effec ive and  ransparen   han  he proposed me hod in  ha  i  draws a 
degree of risk-sensi ivi y for higher risk balance shee  exposures and assimila es  he weigh ing applied wi hin 
 he o her RBIs. The Federal Reserve could accomplish  his objec ive by collec ing addi ional da a wi hin i s FR 
Y-9LP regula ory repor ;

• Ano her way  o address  he lack of risk-sensi ivi y in  he proposed measure would be  o apply a limi ed se  of 
permissible deduc ions for asse s  ha  are already deduc ed from regula ory capi al (for example, deferred  ax 
asse s and goodwill) and low risk asse s  ha  qualify as HQLA under exis ing LCR rules or liquid buffer asse s 
under Regula ion YY  ha  exhibi  low marke  and credi  risk. While  he Federal Reserve previously raised 
concerns abou  low risk asse s may be used in connec ion wi h complex ac ivi ies (including prime brokerage 
and o her  rading ac ivi ies),  he employmen  of a STWF indica or designed  o address liquidi y risks should 
mi iga e such concerns and make  he measure of  hese asse s in  he nonbank asse  indica or superfluous. To 
ensure  he  ransparency of  he re-calibra ed nonbank asse  indica or,  he considered deduc ions should be 
based on exis ing da a already cap ured across regula ory repor s and subjec   o already s andardized 
defini ions and incremen al repor ing requiremen s.

S andardized liquidi y requiremen s imposed on cer ain IHCs and branches/agencies

The Agencies indica e  ha   he "proposed framework would apply s andardized liquidi y requiremen s wi h 
respec   o  he U.S. opera ions of foreign banking organiza ions according  o  he proposed risk-based ca egories." 
This would expand  he applica ion of s andardized liquidi y like  he LCR, which were  arge ed a  large, 
in erna ionally ac ive banking organiza ions  ha  were defined by  heir levels of asse s or on-balance shee  foreign 
exposures. Wha ever i s meri s,  he amended approach in  he In eragency proposal s ill relies on me rics  ha  
have limi ed applicabili y  o a firm's liquidi y risk profile. For example, a non-Advanced firm, or one wi h less  han 
$250 billion asse s, could be subjec   o daily LCR requiremen s by vir ue of i s ca egoriza ion (Ca egory 3 in  he 
proposals) even if i  is below  he $75 billion  hreshold of  he Weigh ed ST Wholesale Finance indica or exposure or 
if i s liquidi y risk profile doesn'  warran  such  rea men . This required daily compliance requiremen  in  he 
In eragency proposal is fur her challenged by  he fac   ha   he same firm would be permi  ed  o file i s liquidi y risk 
exposure repor s on a mon hly basis (FR 2052a). Given  hese disconnec s, we believe  ha   he Agencies should 
reconsider  he qualifying requiremen s for  he daily LCR measure, even  he reduced requiremen s,  o one where 
 he firm's liquidi y risk profile (e.g. i s weigh ed STWF) is  he primary driver of i s s andardized liquidi y 
requiremen s. Fur her, corresponding changes made  o  he measures applicable  o  he IHC should be ex ended  o 
i s subsidiary deposi ory ins i u ion and align requiremen s  o  he curren  LCR's Modified framework.

Wi h respec   o  he ques ion of whe her  o apply s andardized liquidi y requiremen s  o  he branches and agencies 
of FBOs, we believe  ha   he con empla ed requiremen s are unnecessary and only increase  he level of complexi y

8 The A quisition of Wa hovia Corporation by Wells Fargo & Company Sco   G. Alvarez, General Counsel, Board
of Governors of  he Federal Reserve Sys em, Before  he Financial Crisis Inquiry Commission, Washing on, D.C. 
(Sep ember 1, 2010)



wi h no offse  ing benefi . As exposures wi hin  he US branches of FBOs are already subjec   o s andardized 
liquidi y requiremen s imposed on  heir paren  FBOs by  heir home-coun ry regula ors, we do no  see  he need for 
ye  ano her layer of requiremen s  ha  are already subjec   o liquidi y risk supervision and regula ion by  heir 
licensing au hori ies (i.e.,  he OCC and/or s a e bank supervisors). Fur her, under Regula ion YY, branches are 
subjec   o liquidi y s ress  es ing and liquid asse  buffer requiremen s  ha  effec ively impose  he pre-posi ioning 
and  rapping of liquid asse s wi hin  he FBO's US branches. In addi ion  o crea ing an undue, incremen al burden, 
 he requiremen s would likely resul  in addi ional regula ory repor ing (FR 2052a "Complex Institution Liquidity 
Monitoring Report") by  he combined branches in addi ion  o  hose filed by CUSO and  he IHC  o fulfill exis ing 
requiremen s and o hers  o be imposed by  he proposals. Las ly, i  is unclear wha  has con ribu ed  o  he concern 
underlying  his ques ion given  ha  Regula ion YY liquidi y s ress  es ing and liquid asse  buffer requiremen s only 
became effec ive less  han 3 years ago and a   ha   ime were based on a 14 day horizon. A  a minimum, any 
proposal should be concep ually sound and clearly  arge ed a  ac ual risks.

Capi al calcula ion requiremen s imposed on cer ain IHCs

As a resul  of  he Proposals and  he prescribed ca egoriza ion framework, cer ain firms curren ly no  subjec   o  he 
Advanced Capi al Adequacy Framework would become subjec   o  he SLR in addi ion  o  he curren  leverage ra io. 
This would also resul  in increased repor ing requiremen s rela ive  o cer ain sec ions of  he FFIEC 101 “Regulatory 
Capital Reporting for Institutions Subje t to the Advan ed Capital Adequa y Framework" For  hese firms

In calcula ing  he SLR denomina or according  o  he FFIEC 101 ins ruc ions, on-balance shee  exposures would be 
averaged over  he repor ing quar er on a daily basis, whereas, similar exposures for  he Leverage Ra io are 
permi  ed  o be calcula ed based on  he average of  he balances as of  he close of business for each day for  he 
calendar quar er or an average of  he balances as of  he close of business on each Wednesday during  he calendar 
quar er. In  he Agencies' adop ion9 of revised me hods  o calcula e  he denomina or of  he SLR,  he proposed 
me hod using  he ari hme ic mean of  he  o al leverage exposure calcula ed for each day of  he quar er was 
amended recognizing  he opera ional burden associa ed for  he averaging of off-balance shee -rela ed exposures 
while daily averaging was adop ed for on-balance shee  exposures. Wi h  his precedence in mind and  he 
objec ive of Ques ion 31 in  he In eragency proposal, we believe  ha   he Agencies should allow for cer ain 
modifica ions  o  he calcula ion of  he SLR denomina or  ha  would allow for  he ari hme ic mean of on-balance 
shee -rela ed exposures  o be calcula ed in a manner similar  o  ha  applied in  he Leverage Ra io. The off-balance 
shee  exposures would remain subjec   o  he final rules adop ed by  he Agencies in 2014. Such a change would 
also need  o be reflec ed in  he for hcoming proposed amendmen s  o  he FFIEC 101 repor ing ins ruc ions.

We apprecia e  he oppor uni y  o provide our views and respec fully reques   ha   he Agencies consider our 
sugges ions on  he proposals. We s and ready  o par icipa e in fur her dialogue and/or discussions wi h  he 
Federal Reserve, as necessary. We feel s rongly  ha   he final guidance issued by  he Federal Reserve should be 
 ailored  o fi   he US risk profiles and governance and con rol s ruc ures of IHCs opera ing in  he US

Sincerely,

Tom Nara il
Presiden  Americas
CEO UBS Americas Holding LLC
Co-Presiden  Global Weal h Managemen 
Member of  he Group Execu ive Board

Cc: UBS Americas Holding LLC Board of Direc ors
Michael Alix, Americas Chief Risk Officer

9 79 Fed. Reg. No. 187 page 57725 (Sep ember 26, 2014)
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